
STOP 



Early Journal Content on JSTOR, Free to Anyone in the World 

This article is one of nearly 500,000 scholarly works digitized and made freely available to everyone in 
the world by JSTOR. 

Known as the Early Journal Content, this set of works include research articles, news, letters, and other 
writings published in more than 200 of the oldest leading academic journals. The works date from the 
mid-seventeenth to the early twentieth centuries. 

We encourage people to read and share the Early Journal Content openly and to tell others that this 
resource exists. People may post this content online or redistribute in any way for non-commercial 
purposes. 

Read more about Early Journal Content at http://about.jstor.org/participate-jstor/individuals/early- 
journal-content . 



JSTOR is a digital library of academic journals, books, and primary source objects. JSTOR helps people 
discover, use, and build upon a wide range of content through a powerful research and teaching 
platform, and preserves this content for future generations. JSTOR is part of ITHAKA, a not-for-profit 
organization that also includes Ithaka S+R and Portico. For more information about JSTOR, please 
contact support@jstor.org. 



A NEW VIEW OF THE THEORY OP WAGES. 

I. 

The rate of wages, or the price of labor, can only be in 
equilibrium when the demand for labor and the supply of 
labor are equal ; and if it be assumed that the supply is, 
for the time being, a fixed quantity, it is evident that such 
equality can only be brought about by causes which act 
upon the demand. 

In a former article in this Journal * I stated the condi- 
tion upon which the demand for labor equals the supply, 
as follows: "The price of a given amount of labor is 
equal to the price which is paid for the use of such 
amount of auxiliary capital as can replace it in those 
operations where the two things may be indifferently em- 
ployed with equal pecuniary advantage." This formula 
fails, however, to show what the actual price of labor is. 
It does not even show what is the nature of the ultimate 
causes which determine that price. It cannot therefore 
be accepted as the last word in the Wages Question. 

Now, before we proceed any further, let us observe that 
the Wages Question really contains in itself two ques- 
tions, one relating to the aggregate amount of the fund 
out of which the compensation of both labor and capital 
is paid and the other relating to the manner in which this 
fund is shared between them. The former is a question 
as to the causes which affect wages and interest alike. 
The latter is a question as to the causes which affect them 
divergently. In the first case, the interests of labor and 
capital being identical, neither can gain anything without 
the other sharing in its gain. In the second case, how- 
ever, their interests are opposed, and gain for one can only 
be had at the cost of the other. 

* Quarterly Journal of Economics, October, 1888, p. GO. 
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This distinction must be borne carefully in mind in 
every discussion of the relations of labor and capital. 
Failing to observe it, some writers, anxious to justify the 
existing order of things, or lead away by their own opti- 
mism, have shut their eyes to all causes of conflict and 
have asserted the universal prevalence of a harmony of 
interests between laborers and capitalists. Others, with 
equal blindness, refuse to see anything but irrepressible 
discord in the relations of the different classes, and upon 
this assumption demand the overthrow of the entire social 
and industrial organization as at present constituted. 

II. 

Whatever occasions an enlarged return to the outlay of 
equal amounts of capital and labor enlarges by so much 
the compensation of each. 

Whenever wages and interest are both high or both low 
at the same time, or whenever they rise or fall simulta- 
neously, this is because the productiveness of industry is 
great or small, rising or receding, as the case may be. 
Whatever affects the amount of the fund which is distrib- 
uted in wages and interest, and by so doing increases or 
decreases the compensation of labor and that of capital, 
without affecting the rate of interchange between them, 
does so by reason of its effect upon the productiveness of 
industry. 

The degree of the productiveness of industry is due 
solely to the profusion or scantiness of the natural re- 
sources, and to the knowledge and skill which men bring 
to their development. When these abound, not only are 
the returns to industry large absolutely, but they are also 
large relatively to the amounts of labor and capital en- 
gaged in it. At different times and places nature and art 
differ greatly in the profusion of the products which they 
yield to industry. In the abundance or scantiness of that 
product, labor and capital rejoice or suffer alike. On the 
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steppes of Northern Russia, a barren soil and a stern cli- 
mate, combined with a rude system of agriculture, afford 
meagre returns to all classes. In the settlement of our 
Western States, on the other hand, a happy combination 
of natural advantages, and of skill in utilizing them, has 
induced a degree of prosperity among all classes which is 
unequalled in the world's history, and which shows itself 
in the high rates of wages and of interest prevailing at the 
same time. 

The natural resources vary greatly from place to place ; 
but at any one place, or for the world taken as a whole, 
they are nearly permanent in character and amount. But, 
by the very reason that they are permanent considered in 
themselves, when considered relatively to labor and capi- 
tal their abundance shrinks as the amounts of labor and 
capital increase. Hence arises the law of diminishing re- 
turns to increasing application of capital and labor. In 
this respect, art is more liberal than nature. The degree 
of human knowledge and skill, unlike the natural re- 
sources, is continuously progressive ; and the increase 
of labor and capital stimulates improvements, and gives 
rise to a law of increasing returns to the increasing appli- 
cation of labor and capital. The conflicting tendencies of 
these two laws may result in the preponderance of one or 
of the other, according to circumstances, or may in some 
cases maintain an even balance between them. 

But, if we disregard the influence of increasing and of 
diminishing returns, the amounts of labor and of capital 
do not at all affect the productiveness of industry, but 
only fix the extent of the field actually cultivated. An 
increase in the amount of either will widen the bounds 
of industry, and a decrease will restrict those bounds. 
Whether the supply of labor increases or the supply of 
capital, or both, in either case there ensues an expansion 
of productive operations. Should the supply of labor and 
of capital increase at an equal rate, the various channels of 
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industry would simply run so much the fuller, — a larger 
volume of the same wants would be supplied by a larger 
volume of the products of the same industries; but in- 
terest and the price of labor would remain unchanged. 

The variations in the degree of productiveness of indus- 
try are incontestably a subject of profound interest. Their 
causes, however, are simply and easily explained. Those 
influences which affect interest and wages divergently 
are more recondite. They will absorb the greatest part 
of our attention in the following pages, partly for this 
reason and partly because public interest is more eagerly 
directed to them, in that they give rise to that conflict of 
interest between laborers and capitalists, to allay which 
is to-day more urgent perhaps than any other task of 
practical economics. 

III. 

We easily recognize the most obvious reason of wages 
being high or low relatively to interest in the abundance 
or scarcity of capital as compared with the supply of labor. 
If capital is abundant relatively to labor, other things 
being the same, wages will be high and interest low ; and, 
in the reverse case, wages will be low and interest high. 
This fact was made the foundation of the Wages Fund 
theory, which was long thought to be a complete and final 
solution of the Wages Question. We shall not enter here 
into a critical examination of that theory, which has been 
attacked and defended so often and with so much warmth. 
Had its advocates carried their analysis of the subject a 
little further, they could scarcely have failed, however, to 
observe that the demand for labor depends largely upon 
its price ; and, had they duly attended to this fact, they 
would inevitably have been led to the conclusion that, 
instead of the rate of wages depending upon the amount 
of a fund set aside to buy labor, the amount of this fund 
really depends upon the rate of wages, of which it is, prop- 
erly speaking, the outgrowth and result. 
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So soon as we begin to look a little beneath the surface 
of things, and perceive that capital and labor are joined 
in very different proportions in the performance of differ- 
ent operations, we are compelled to admit that other 
things besides the amount of capital must join in influ- 
encing the demand for labor.* 

The first of these other influences to suggest itself is 
the nature of human desires. Desire is the child of appe- 
tite, and all industry and production are its offspring. Its 
laws are the very foundation of economic science ; for only 
in order to gratify it, will men undergo the drudgery and 
the forbearance whereby labor and capital contribute to 
production. But the product of industry does not suffice 
to gratify every human want. Some must always go 
unsatisfied. In order to gratify as many as possible, man 
weighs one against another, and distributes his expendi- 
tures among them in the order of their urgency. Those 
wants which each man has the means to satisfy constitute 
his effective desire ; and the sum of the effective desires of 
the community determines what things shall be produced, 
and dictates which of the various possible industries shall 
be actually prosecuted. When desire is driven by appetite 
towards commodities produced with an excess of auxiliary 
capital, it occasions a demand for auxiliary capital and 
raises the price paid for its uses ; and, when it is driven 
towards industries employing an excess of labor, it occa- 
sions a demand for labor and stimulates its price at the 
expense of interest. Industry exists only to gratify desire. 
Nevertheless, desire can only act within the limits traced 
for it by the existing natural resources, and by man's 
knowledge and skill in turning these resources to account, 
or, in other words, by the existing state of nature and 
of art. 

*Mr. Cairnes, in his revised form of the Wages Fund theory, does indeed 
bring into view more of the factors of the problem, but without any complete 
analysis of their workings. 
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The three causes just enumerated — the supply of capi- 
tal, the character of human desire, and the state of nature 
and art — conjointly determine the demand for labor; and 
I know of no other cause whatever which joins in influ- 
encing it. 

IV. 

We have seen how nature and art determine the amount 
of the product of industry and the abundance of the fund 
from which capital and labor are both compensated. 
We shall now see how they also affect the division of this 
fund between wages and interest according to their influ- 
ence on the relative demand for the use of labor and of 
auxiliary capital. 

Nature and art absolutely designate what industries and 
what methods are possible. The possible forms of human 
industry are commensurate with the aptitudes of nature ; 
and these are at any given time practically circumscribed 
by man's knowledge and skill, or, in other words, by the 
state of the arts as then practised. Nature and art may 
afford opportunities to set in motion large amounts of 
capital by small quantities of labor, or they may suggest 
channels of industry where great amounts of labor are 
assisted by little capital. As they do the one or the other, 
they favor the demand for auxiliary capital or the demand 
for labor, as the case may be. In different situations, 
nature affords the most diverse opportunities for practis- 
ing different industries. In Australian sheep-runs and 
Colorado ranches, the amount of labor required is small 
out of all proportion to the capital involved. In Phoenicia, 
in Venice, in Holland, and in the old coast towns of Massa- 
chusetts, facilities for shipping and commerce built up, in 
naturally desolate regions, communities devoted to these 
pursuits, and in which a great capital was set in motion 
by a comparatively small number of hands. Thus, also, 
agriculture and commerce, manufactures and mining, have 
been distributed over the world's surface mainly in accord- 
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ance with the facilities of different localities ; and, in the 
infinitely diversified forms they assume, they call for the 
application of exceedingly varied proportions of labor and 
of capital. Owing to the growth of commerce, it has 
come about that facilities of any kind are not confined to 
supplying the wants of the locality where they exist, but 
diffuse themselves, by means of exchange, over the whole 
world. 

If in any two countries the relative prices paid for labor 
and for the use of capital differ, then such industries as 
require most labor tend towards the country where labor 
is relatively cheapest, while such as require most auxiliary 
capital gravitate to the country where labor is relatively 
dearest and where interest is lowest.* Although cotton 
is indigenous in China, interest and other costs of main- 
taining capital are so high in that country that it is doubt- 
ful whether, in the manufacture of cotton goods, China 
could compete successfully even for the home market 
against cloths imported from England or the United 
States. Were the tea plant, on the other hand, thor- 
oughly acclimated in either of those latter countries, it is 
improbable that they could compete in the preparation of 
its leaves with the cheap labor of China. Hemp and flax 
require much disagreeable labor in their preparation, and 
their culture is appropriately located in Russia and Ireland, 
countries where labor is cheap and not fastidious. 

No rule can be given for the varying effects of nature's 
influence, but the influence of art occasions a progress 
which tends almost uniformly in one direction. The in- 
crease of knowledge and skill almost invariably occasions 
an increase in the uses of auxiliary capital, so that the 
advance of industrial civilization is in great part a story 
of the substitution of auxiliary capital for labor. We 

* " A need of resorting to direct manual labor in large proportion and a 
difficulty in substituting machinery constitute, under conditions of freedom, 
an obstacle to the profitable prosecution of an industry in the United States." 
F. W. Taussig, Quarterly Journal of Economics, vol. ii. p. 340. 
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will not stop to consider in this place how the natural 
resources and the state of the arts influence the constitu- 
tion of human society in other ways. It is enough to 
have observed that, as they foster the demand for labor 
or for auxiliary capital, they raise the price or hire of the 
one so favored. This is their immediate effect, followed, 
of course, more remotely by the stimulus given to supply 
by the enhanced price. 

V. 

Although nature and art designate absolutely the possi- 
ble industries and methods, they do not of themselves 
indicate which shall actually prevail. How, then, is the 
choice made between them? Since industry exists only 
to gratify human wants, the selection of its operations 
can only be decided by human desires. Interesting as 
the study of human desires and of the order of their suc- 
cession would be in itself, it is only as they influence the 
relative demand for auxiliary capital and for labor that 
we have to do with them here. If at any time we knew 
the nature of the effective desires then prevailing, and 
knew also the methods by which their gratification is 
possible in the existing state of nature and of art, we 
could then tell what the relative demand for capital and 
labor at that time would be. And, if we could trace any 
correspondence between the relative urgency of human 
desires and the proportions of labor and of auxiliary cap- 
ital required to prepare their respective objects, we could 
conclude as to the effect of growing affluence upon the 
relative demands for labor and for the use of auxiliary 
capital. Now, although there is no complete coincidence 
in the succession of these things, it may yet be of interest 
to note such general correspondence as may be found to 
exist. 

The instinct of self-preservation dictates what desires 
must first be met. Life is dependent on food in a certain 
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degree of sufficiency. Shelter and clothing are scarcely 
less necessary. When our absolute needs for these things 
are satisfied, our desires expend themselves next upon the 
provision of the same things in such abundance as to 
insure personal comfort and provide the means of sup- 
porting a family. When this is attained, and our most 
pressing physical wants are thus provided for, our indi- 
vidual tastes have the opportunity to assert themselves, 
and our attention is next turned in the direction of our 
personal preferences, — towards the more luxurious indul- 
gence of the physical appetites, or towards the gratifica- 
tion of intellectual and artistic tastes, or to the exercise 
of power and influence and of that rivalry therein which 
begets the love of ostentation and display. 

The strength of the desire for any commodity differs 
for every different amount of it. So far as the first dose 
is concerned, it is generally most imperative for the coarser 
objects ; but it is soon sated with such objects, and varies 
little in respect to them from a fixed and definite sum. Its 
elasticity, however, commonly grows in proportion to the 
elaboration and fineness of its object. A starving man 
will gladly give all he possesses for a little of that food 
which in larger quantities becomes indifferent and even 
loathsome to him. Intellectual pleasures, art, music, lit- 
erature, awaken little response in the breast of him whose 
daily toil barely suffices to supply his daily bread. The 
finer desires feed on the overflow from the coarser ones. 
The taste for them is born of ease ; but, when once fully 
implanted, it knows scarcely any limit, and its appetite 
grows with feeding. 

Now let us consider in which forms of expenditure 
labor, and in which auxiliary capital, are most largely em- 
ployed. In personal services, labor is unassisted by cap- 
ital. Next to these, labor probably bears the largest pro- 
portion to the capital employed in producing some of the 
more elaborate articles of luxury where the demand is too 
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small to justify the use of a costly plant, and where the 
element of taste largely enters, such as embroideries, 
paintings, and ornamental furniture. These correspond 
to the less urgent desires whose indulgence is restricted 
to the richer classes. But the production of such things 
forms an insignificant fraction of modern industry. 
Apart from them, labor probably bears the largest pro- 
portion to the capital employed in agriculture and in 
extractive industries, those mainly which furnish raw 
materials and supply the most imperious desires. Among 
the occupations which require the largest proportion of 
capital are the staple manufactures, transportation, mer- 
chandising, and the renting of buildings. 

In the ruder ages, the poor have little to spare from the 
purchase of food and of the coarsest objects, and the rich 
are few in number and are inclined to spend on ostenta- 
tion ; for both reasons desire, then, favors the demand for 
a large amount of labor in proportion to auxiliary capital. 
As civilization advances and wealth accumulates, the poor 
acquire better homes and use many manufactured articles, 
and articles into whose price the cost of transportation 
enters largely ; the tastes and habits of the rich themselves 
grow less ostentatious, even though more luxurious ; and 
the great middle class arises, which is the chief consumer 
of manufactured articles. These influences combine to 
favor an increase in the demand for the use of auxiliary 
capital compared with the demand for labor.* 

I have spoken thus far as though desire were guided 
by appetite alone, and as though under that guidance it 
occasioned an undeviating demand for certain commod- 
ities and for a certain definite amount of labor and of 

* The manner in which the national revenue is distributed also affects the 
manner of its expenditure, so as to accord with the desires of the classes which 
have the spending of it. An unequal division of national revenue gives rise to 
a far different set of industries from what its equal distribution would do, 
and in some degree no doubt influences the relative demand for labor and for 
auxiliary capital. 
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auxiliary capital. If it were really so inflexible, a desire 
for articles into whose production auxiliary capital largely 
entered would not only throw laborers out of work and 
disturb the rates of interest and of wages, but, desire 
being unaffected by price, no fall in wages would enable 
the unemployed laborers to obtain employment, and no 
rise in the interest exacted would curtail the use of capi- 
tal for other than remunerative purposes. The only limit 
to the fall of wages would be such as might be imposed 
by the refusal of the laborer to work for less than what 
would support life. In the reverse case, there would be 
no limit to the fall of interest until it reached a point so 
low that the owners of capital would withdraw it from 
productive use. 

That these things do not occur is partly due to the fact 
that the same articles can be produced and the same 
desires can be gratified in various ways, affording mani- 
fold opportunities to substitute labor and auxiliary capital 
for each other whenever variations occur in the prices 
asked for their use ; but it is also partly due to the fact 
that desire itself varies when the cost of its objects varies. 
For the very purpose of obtaining the amplest gratifica- 
tion for its own appetites, desire must take cognizance of 
cost; and the prices of using labor and auxiliary capital 
would still react upon the demand for them, although 
there should never be an opportunity to substitute the 
one for the other. The increment of production is never 
liberal enough to afford every gratification, and therefore 
cheapness must be considered in weighing one appetite 
against another and in choosing between them. 

This influence of cost upon the effective desire for dif- 
ferent commodities varies very greatly. As before said, 
the price of food will scarcely affect the desire of a starv- 
ing man for so much of it as is needed to keep him alive, 
unless, indeed, that price should exceed his whole means. 
Nor when he has enough food will any change of price 
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induce him to buy much more. However low the price 
of delicacies, such as oysters and pineapples, he will not 
buy them until he has provided himself with necessities 
and comforts. When that has been done, his demand for 
them will be very greatly affected by their price. 

As between industries which appeal to the same appe- 
tites, the influence of cheapness is paramount ; but, as the 
natures of the appetites diverge more and more, the in- 
fluence of cheapness wanes. Under no circumstance, how- 
ever, does it absolutely disappear. It is greatest in choice 
between industries which produce very similar commod- 
ities, or commodities which minister to similar desires. 
To choose between beet sugar and cane sugar or between 
heating by gas or by coal or between lighting by gas 
or by electricity is virtually choosing between different 
methods of the same industry. The resemblance between 
another class of commodities is a step more remote, as 
with tea and coffee, wine and liquor, bread and meat, 
woollens, cottons, and silks. With increasing divergency 
of desires, the influence of cheapness wanes little by little. 
It is still potent in the choice between pasturage and till- 
age or between good dwellings and good clothes on the 
one hand and abundant or delicate food on the other. 
Even where its influence falls off, it never disappears en- 
tirely. The biography of many a scholar shows that it 
affects to some degree the decision between such very 
different desires as the love of learning and the fondness 
for good and sufficient food. 

As between different appetites, the influence of cheap- 
ness is great where the appetites are about equally urgent 
and stand near together in the order of the succession of 
desires. But its influence depends not only on the de- 
gree of difference of different appetites : it depends also 
upon their strength. It greatly affects the distribution of 
expenditure between the appetites for the finer and more 
elaborate commodities, but it affects much less the rela- 
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tive amount of outlay upon the various objects of the 
coarser appetites. 

VI. 

Nature, art, and desire constitute the elements of the 
relative demands for the use of labor and for the use of 
capital, in so far as the demand is independent of the 
amount of the supply. The entire effective demand must 
always be satisfied, and its amount must be just equal to 
that of the supply. When this is so, the whole supply 
is also employed. The influence of price upon demand 
brings this about. Now, in what way does the amount 
of the supply affect the demand? Simply thus. The 
amount of the effective demand is different for every dif- 
ferent price ; and, whatever the supply may be, there is 
some price at which demand will absorb it. Whether 
this shall be a high price or a low price depends upon the 
character of the demand. On the other hand, when the 
character of the demand is known, the price depends 
upon the amount of the supply. 

The fact that we are dealing here with the relative 
demands and supplies of different things complicates the 
problem. Let us therefore examine the case more closely. 
Labor and auxiliary capital being the sole agents whereby 
nature is made productive, the various industries are par- 
celled out between them in such manner that each shall 
be used where it is most effective. The more abundant 
either of them is, the more occupations fall to its lot. 
If either labor or capital is scarce, the demand for it will 
be keen ; and those who have it for hire — laborers or 
capitalists, as the case may be — will exact a correspond- 
ingly high compensation for its use. Employers will be 
unable to afford to use it, except where its superiority is 
greatest, and where, therefore, a small amount of it will 
supplant a great amount of the other. As it becomes 
more abundant, its hire falls and its uses constantly 
spread. Thus it gradually intrudes itself into one opera- 
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tion after another ; but, in each new operation of which 
it assumes possession, its advantages are less than in those 
which it already controlled. An ever-increasing amount 
of it is required, however, in order to supplant an ever- 
decreasing amount of the other ; and the hire of this in- 
creased amount must still be always equal to the hire of 
the decreasing portion of the other. The fall in the price 
paid for using it is, however, checked by new demands, 
which absorb the new supply; and this happens more or 
less rapidly according to the promptness and the extent 
with which new uses present themselves. 

If capital should accumulate while the supply of labor 
remains unchanged, it would usurp one after another of 
the various occupations of labor. But its doing so would 
still be a benefit to those who live by labor, because the 
price of a given amount of labor would equal the interest 
on an ever-increasing amount of capital. The gross 
amount paid in wages would probably * bear a less pro- 
portion to that paid as interest on capital ; but, at the 
same time, the rate of wages would certainly rise and 
the rate of interest would fall. Now, where or at what 
level, will a new equilibrium in price and in supply and 
demand be found ? 

Employers, while carrying on the same operations as 
before, find that they have still a surplus of capital undis- 
posed of; and their first impulse is to employ this surplus 
in extending the old industries on the old methods. But, 
finding no laborers waiting for the new places, they are 
compelled to fill a portion of the places by enticing 
laborers from other employments by the offer of higher 
wages. The work of the vacant places, both in the old 

* I say probably, because it is conceivable that the whole of the increased 
amount of capital should receive a less sum than the smaller amount had done. 
This would occur if, in order to open avenues of employment for it in supplant- 
ing labor or in new industries, it were necessary that the fall in the rate of 
interest should be greater than the increase in the amount of capital. This, 
however, is unlikely ever to occur. 
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and in the new employments, must needs be done by 
means of auxiliary capital. The question is to find how 
much wages rise and how much interest falls ; or, in other 
words, how much the amount of auxiliary capital needed 
to supplant a given amount of labor on the new level of 
equilibrium exceeds that required on the old level, and 
how much the rate of its compensation falls. This de- 
pends upon the character and the extent of the operations 
on and about the former line of interchange, or indiffer- 
ent use of capital and labor. If there were formerly large 
numbers of laborers employed whose work could be 
accomplished at equal cost by auxiliary capital, these 
laborers may possibly suffice to carry on the new employ- 
ments, while a part of the new capital flows in to take 
their places. In this case, wages and interest would not 
change. If there had been large numbers of operations 
done by labor which could have been done by capital at 
small additional cost, wages would rise and interest would 
fall but little. If such operations were few ; if, in order 
to liberate enough laborers for the new operations, it 
should be necessary for capital to supplant them in 
operations where formerly the advantage of labor was 
great, — then wages would advance greatly, and interest 
would fall in a like degree. In any event, a greater 
amount of capital would be needed to supplant a given 
amount of labor at the new line of interchange than at the 
old line ; and, although a less rate of interest would be 
paid on it, the total interest payment would be greater. 

The price of a given amount of labor under the new 
adjustment of industries would be equal to the interest on 
the amount of capital which is but just able to supplant it 
at the new rate of interchange, just as the former price of 
labor was equal to the interest on the amount of capital 
formerly required to supplant it at the old rate of inter- 
change: the change in the price of labor would be the 
difference between the interest payments. 
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We have spoken above of the effects which follow when 
capital increases at a more rapid rate than labor, and this 
has been the ordinary course of the industrial progress of 
the past half-century. Were this, however, to be re- 
versed, and were the supply of labor to increase faster 
than capital, then the results would also be reversed, — 
the rate of wages would fall, the rate of interest would 
rise, and the extent of the change would be governed by 
considerations similar to those which prevail when capital 
increases. The fall in the price of labor would continue 
until new ways could be found for it to supplant auxiliary 
capital. The aggregate payments in wages would prob- 
ably be greatly enhanced, although it is conceivable that 
such might not be the case, but that the fall in the rate 
of wages would be greater than the increase in the amount 
of labor. 

In an enterprising age, the very activity and inventive- 
ness which lead to an increase of capital afford also a 
field for its employment. Vast as have been the accumu- 
lations of capital in the last century, the new industries 
which have been opened up, and the inventions of ma- 
chinery which have been made, have readily absorbed the 
entire accumulations ; and it is probable that, even in the 
older countries, the rate of interest is no lower to-day than 
it was one hundred years ago, if, indeed, it be so low. 

In a more conservative age, where the methods of pro- 
duction are stereotyped and opportunities for expansion 
are not found, or, being found, are not used, the increase 
of capital is slow and difficult. And yet, slow as it is, 
the gradual and moderate accumulations which are there 
made do, if new uses are not found for them, contin- 
ually beat down the rate of interest until a point is at 
last reached where accumulation ceases. Practically, this 
occurs when the interest falls so low that people will 
not save ; and this point may be reached somewhat on 
this side of the absolute limit beyond which the increase 
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of capital would be theoretically impossible. Such abso- 
lute limit to the increase of capital would be attained 
when its amount should be at the maximum which can 
be usefully employed in connection with the existing 
supply of labor in the existing state of nature and art. 
Should the supply of capital exceed this amount, wages 
would then rise under the competition for labor until 
interest disappeared and capital refused to enter into 
industrial employment, and was hoarded or consumed 
unproductively. The ultimate limit of the supply of 
labor, on the other hand, would be reached if the number 
of laborers should increase up to the possibility of employ- 
ment. Were there an excess of labor beyond this, the 
competition for employment would be so keen that it 
would drive wages down until they reached a point where 
laborers would refuse to work, and would throw them- 
selves on charity, or prefer, if they must starve, to starve 
in idleness. 

VII. 

We may now briefly summarize as follows the separate 
influences which, taken together, determine the price of 
labor and the rate of interest. 

The Rate of Wages, or the Price of using Labor, and 
the Rate of Interest, or the Price of using Capital, depend 
upon the productiveness of industry, and upon the man- 
ner in which its proceeds are divided. 

The degree of productiveness of industry depends upon 
the bounty of Nature and upon man's knowledge and 
skill in turning to account the resources which she affords. 
Its advantages are shared by capital and labor alike. 

The proportion in which the product shall be divided 
between labor and capital (or, in other words, the ratio 
between wages and interest) depends: first, upon the 
relative demand for them; and, second, upon their rela- 
tive supplies. 
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By the relative demand for labor and capital, I mean 
the degree of eagerness with which each of them respec- 
tively is sought after by effective human desire acting 
within the limitations imposed by the existing conditions 
of nature and art. Nature and art designate what indus- 
tries and what methods are possible, and fix likewise the 
proportions of labor and of capital needed in each of them. 
At different times and places, they offer different sets of 
operations, and each of these sets of operations differs 
from any other set in the amounts of labor and of capital 
required. Thus nature and art favor the use of labor or 
of capital, as the case may be, and stimulate the demand 
for the one so favored. 

But, among the operations which are offered at any one 
time and place, whether operations which produce differ- 
ent commodities or operations which are merely different 
methods of producing the same commodities, there is an 
almost infinite variety in the proportions of labor and of 
capital required. Desire chooses from among them those 
which shall actually prevail. It may select those which 
require more labor or those which require more capital. 
Thus its action determines the demand. 

Desire is guided by appetite, but it is also subject to 
the influence of price. Its action is not finally determined 
until the price is known, but the price itself cannot be 
known until the demand is ascertained. What appears 
one moment as cause appears therefore the next moment 
as effect. 

Did the result of our investigation stop here, its scope 
would scarcely exceed that of a more careful analysis than 
has usually been made of the nature of the demand for 
labor. 

We should still be confronted by the counterplay of 
cause and effect, wherein price appears at one moment as 
an element of demand, and a moment later demand figures 
as a cause of price. Until this difficulty is solved, there 
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can be no complete and satisfactory statement of the law 
of wages. Its solution involves the discovery of some 
condition whose existence will insure stability and equi- 
librium in demand and in price. I stated in my former 
paper the condition which I believe fulfils this require- 
ment. This condition is realized whenever the whole of 
the supplies of labor and of capital are employed ; and the 
different industrial functions are distributed between 
them in such manner that each is engaged, so far as the 
supply of it will reach, in those branches of work for 
which its fitness is relatively greatest in the existing 
circumstances of nature, art, and human desire or appetite. 
When these circumstances are known, it is easy to answer 
the question where the line of demarcation between the 
employments of labor and of capital shall be. It depends 
upon their respective supplies. At that line such amounts 
of them as are there able to do the same work are inter- 
changeable. These receive the same price, and the same 
price will also be paid for like amounts of them in any of 
their other uses. 

This statement of the condition of equilibrium of price 
and of demand I have ventured to designate as the Law 
of Wages. It is also the Law of Interest. I believe that 
embraces all the various influences which affect the mar- 
ket rates both of wages and of interest. 

Sttjaet Wood. 



